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, , 

dear 'Sir/tladmir , .' -. , _  
. , 

YOU= app l ica t ion  f o r  cqeqt iod: ' f  r 4  Fedora1 i n a k  tax ee (m ci=pniratioo 
dascribod i n  'amtion SOl(c)(7) ,of tha lqtornnl  Reyenuo C d e  hns bean 

. . given, 'consf desatiori. . ' ' . . ' . . ..I . . . .. 
-4-A (%-- . . . . 

"-.- '- . 
The evldonce eubmitred ehoue t h a t  you are an ~ncotporstad";;ieoci~.t1d~ -. 

backgammon tournaments. Ycur 
d u o  your board of d i rec tore  

are chs only parcoos who may vote. Your by-lava iuctfcate t h a t  
- -1 

any individual vhn is intareatad in'beclrganmdn my boeome o v b e r  o f  
-9 your. aasociatLao at  any t-, raately by p y f q  en t ry  fqea a t  

cou-snt. ~ u r t h e r ~ y o i  s a te  that them mCry f!cm my ba c@idar.b 
ea duos. You advertitia f o r  phbllc patronage and maka ava i lab l  

uvnilablo. 
a tournervnt entry P o w  that  hint of priaas'aad recognitions tha ,&m 

'., 
... Bsction 501 (c) (7) oi t h e  'Code proiidar e p t i i m .  for "Clube organiacd 

for p l a a a u r ~ ,  racreotion, and other non-profitable purposes, s u b e t a ~ ~ k i a l l y  
a l l  of tho  o c t i v i t i c s  of rrhlch a r e  for such purporos md no par t  of  tho 
net earningr of .vhdch inures  to tha banofit oi'aany ps9vato ehAr@i)older.". 

, . *crion 1,501(=i (71-1(a) of  tbp Ine- T& ~ s g u 1 a c i . A  extends m&it ion  
d d a r  'Code aection 5Ol(e)(7>.:~0 alube vhlch me e~pbortcd'nolaly by 

.' m~cllberet~lp fsoe. rluae, and clbaseaments. . . '. . - .  . .. , -  . . . . , .. 
, I .. \ ' .  

. . Saction' 1,50lta)(7)-l.(b) of t h e  Regulstiona poihtr  out that  s club I .  

, . e i c h  engegee in busineoa, ' auch aa FB .raq bntfonal feQUtiw _I &flabla t a  the  ~ o n ~ a l . p u b l i c ,  f a  not'orgcm: zed and u j i e h a d  for 
plhsura, rocreatinn and. other  adngroiltable pu+puees, an& is not 
exempt under nocricin 501 (a). It a l s o  s t a t e 8  t lmt  ,solicite$iusi by 
ndvortistmut or  athornise is Prima facla &dance that;a clu5 fa . a .  ' 

engaging in buuinone, , . . . . ) .  

, : 
. , . , .. 
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r\ltliougll t l iere i s  no B,tatutory d e l i ~ v i t i o n  of "club" 11s uscd ln  occtio11 501 
( c ) ( 7 ) ,  i t  impl ies  personal contnct ,  commingling uad Eellowsl~ip among 
mcmbers, Reference Rcvcnuc Ruling 69-635, 1969-2 C.U. 127. l'hc dc t c rmin f i r f~h  . 
vlrethcr a  p a r t i c u l a r  organiza t ion  i s  a  "club" i n  tlie scnsc 'cf  thc  s t a t u t e  
dcpcnds on c r i t e r i a  otlicr than t h e  r e ld t ionoh ip  of mcmhera t o  each o t h c r .  
Tlic o rgan iza t ion  and opera t ion  of a  c lub  i n  a  manner whicli c o n s t i t u t e s  o' 
sub te r fuge  t o r  doing bus iness  with t h e  pub l i c  1 s  inconsiut.cnt wl.th t hc  
tcrm "c111b" as used i n  s e c t i o n  501 (c)  (7) and d i s ~ ~ u n l J f i c s  i t  Erom 
exemption. . . 

O r g a ~ ~ i z n t i o n s  khosc mernbcrsl~ip requirements a r e  broad o r  vaglle, o r  whose 
i n i t i , ~ i i o ~ i  chargcs art= f n r  one time o r  t r a n s i e n t  usc, nntl whose tot~rnaolent 
c n t r y  t e e s  a r e  d isgl~ived a s  dues,  do not  mket t11e c r i t c r i n  of "club". 
Itliere t he  management i s  s t r enuous ly  engaged i n  expanding mcmhcrslilp, and 
where t he  managemcnt can e f f e c t i v e l y  pc rpe tun te  i t s c l f  tl~rougli cl i ,se - .  
t i c s  t o  t h c  organiza t ion ,  i t  shows t h a t  a  bus iness  is  c ~ n t c m p k ~ t c d  and.-that  ' " - y '  

' . 

t hc  o rgan iza t ion  was crea tcd  a s  a  sham t o  circumvent law. .- • -. 
' rC 

I t  i s  no t  ner,essayj fo r  an o rgan iza t ion  t o  make a  p r o f i t  t o  be n bus ines s ,  
nor is i t  necassnry"for income t o  be d i s t r i b u t e d  t o  i nd iv idua l s  t o  r c s u l t  , 
i n  inurement. The people who a t t e n d  your tournaments a r c  ac tu i l l ly  nl-.mlrcrs 
of t h e  gene ra l  publ ic  and the  a c t i v i t i e s  c a r r i e d  on a r c  not those of a  
s o c i a l  c lub  under the  law. I n d i r c c t  be l l e f i t s  t o  your four of f icers .  con- 
s t i t u t e  inurement of income s i n c c  und i s t r i bu ted  income carnings  l ~ r o v i d c  
them with f a c i i i i i r s  c: rcrl.4-s not  o the rwi se  ava i l ab l c .  Additiona:ly, 
you a d v e r t i s e  f o r  publ ic  patronage i n  d i r e c t  cont rac l lc t lo l~  LV i : ~  s:z!cd 
r egu la t ions .  . 
Revenue l luling 65-63, 1965-1 C.B,, 240 held  t h a t  where a  cluh pern~Ltted 
t h e  gene ra l  publ ic  t o  a t t end  s p o r t s  c lub  evcnt.s f o r  a fcc on a  r e c u r r i n g  
b h s i s  and s o l i c i t e d  by advertisements, i t  was engagccl i i l  a  bus i r~cs s .  I t  
was concluded t h a t  t he  c lub !as not opc ra t ing  a s  a  s o c i a l  club under t he  
law. . .. I 

- .  
\ 

Accordingly,  we hold t h a t  You a r e  nor exempt'f.rorn Federal income tax;  under- 
.-, s e c t i o n  501(c)(7)  o( t he  Code. 

I - 
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&rod on t h e  i n t ' o m t i o n  nubmittad, rxanpt s t a t u s  w i l l  not be roaognirad 
under any rolatod ract ion of  sec t ion  501 (a). 

la accordance wlth thle determination you a r e  roquirad te f i l e  Yedsral 
inaoms tax  ra tu rnr  on Form 1120 fox eaah year you have licc!u I n  C ~ X ~ H L C ' I I C C ,  

Pile t h e m  rs tu rnr  with the appropriate rarvica cantar indicated on fha 
instruut ioao f o r  those uoturor. -.;: .. ... . . - .. 

4 .. ".? ...,A. '- . 
I f  you do not a ~ c e ' ~ b  our findings, wa racoranund that you riquoat b '* 
conference with a number of our  Ragioaal  Office of &paall'. your tQqUO8t for.? 
a coafarrnce should inoluda 8 wri t ten  appoml giving tha fact#,  lnw, and 
any other  i n f o n u t i o n  t o  oupport your poai t iou a s  srcploiasd i n  tha  onoloprd 
Publication 892.' You w i l l  then be contactrd to nrrangr a date  f o r  a 
confareace. Thp' ymferance my ba held a t  the Ikgionnl Office, o r ,  i f  
you rapusat,  a t  dng mutually convenient D i s t r i c t  QfPics. If we do not hoar 
from ydu within 30-day8 of thm d a t e  of t h i s  l r t t a r ,  t h i s  detarminatian w i l l  
becoroo f i d .  

***** *** *****  
D i e t r i c t  Diractor 


